
When it comes to economic activity and stock market valuations, the level and direction of 
interest rates matter a lot. There are forces at work today that have business leaders and 
investors worried we will remain in a “higher for longer” rate environment for a more extended 
period than has been expected recently. Inflation is firming given the Iran conflict, but the job 
market is resilient, so the Federal Reserve has a clear path to keep rates steady, or even hike 
rates if necessary. Notably, the fiscal trajectory here in the United States and elsewhere around 
the world is resulting in a further buildup of government debt, which has investors demanding 
a higher term premium on yields … another upward pressure on rates. In this Sight|Lines, 
we discuss recent job market and inflation data, the implications for Fed policy, and how a 
further buildup of government debt is playing a role, all translating to a “higher for longer” rate 
environment for the foreseeable future.

THE TAKEAWAY: A STRONG JOB MARKET AND FIRMING INFLATION MEAN THE FED 
MAY HIKE RATES
The Fed’s attention has turned from rate cuts to possible rate hikes, as higher inflation from the Iran 
conflict comes into focus. In summary:
•  Recent employment reports signal that the job market remains resilient.
•  The Iran conflict has driven energy prices higher, a key input to near- and medium-term inflation.
•  Wholesale prices, an input to consumer prices, have been climbing, but not yet back to 2022 levels.
•  Similarly, consumer prices are heating up in recent periods.
•  �Given this imbalance in its dual mandate, the Fed is turning its attention from continuing its rate 

cut cycle to possible rate hikes.
•  This represents a challenging environment as Kevin Warsh takes over as Fed Chair.
•  �Beyond inflation and Fed policy, deficit spending and the buildup of government debt – here in 

the U.S. and elsewhere – are putting even more upward pressure on interest rates.
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IN-DEPTH: A STRONG JOB MARKET AND HOTTER INFLATION MEAN THE FED MAY 
HIKE RATES, EVEN AS A BUILDUP OF GOVERNMENT DEBT IS PUTTING UPWARD 
PRESSURE ON RATES AS WELL
Given higher inflation triggered by higher energy prices caused by the Iran conflict, the Fed’s attention has turned from continuing 
rate cuts to possible rate hikes, resulting in a possible “higher for longer” rate environment. Going deeper:

•  The labor market appears resilient, given the recent jobs data:
o	The Job Openings and Labor Turnover Survey report showed U.S. job openings increased by 731,000 to 7.6 million in April, 

the highest since November 2024.
o	The Nonfarm Payrolls report showed the U.S. economy added 172,000 jobs in May 2026, well above forecasts of 85,000, 

contributing to an unemployment rate of 4.3%.

•  Energy prices have moved higher since the Iran conflict began, a key input to near- and medium-term inflation:
o	WTI crude oil has traded more recently in the low-$90s per barrel, close to 60% higher since the start of the year.  

•  The Producer Price Index, a measure of wholesale inflation and an input to consumer prices, has been climbing:
o	 In May, the headline PPI was up 1.1%, and core PPI, which excludes food and energy, rose 0.4%. 
o	The year-over-year PPI rose 6.5%, and core PPI rose 5.1% – well below the March 2022 headline peak of 11.7%.

•  Consumer prices are also heating up recently:
o	 In May, the headline CPI was up 0.5%, and core CPI, which excludes food and energy, rose 0.2%.
o	The year-over-year CPI rose 4.2%, and core CPI rose 2.9% – well below the March 2022 headline peak of 8.5%.

•  The Fed’s dual mandate is out of balance, turning attention from more rate cuts to possible rate hikes::
o	Before the Iran conflict, fed fund futures projected two cuts later this year, but they now signal a hike in December.

•  Kevin Warsh, who has been reputed to favor rate cuts, takes over as Fed Chair starting with next week’s meeting:
o	He’s known to favor monitoring core and “trimmed” inflation measures, which still point to firm inflation.
o	Futures forecasts of a rate hike are signaling that any rate cut bias will be checked by the broader committee.

•  Fiscal trajectory – deficit spending and a buildup of debt – is putting even more upward pressure on interest rates:
o	As our Chief Economist noted, deficits and debt do matter, and we believe the U.S. fiscal trajectory is not sustainable – 

a risk that may keep upward pressure on longer-term rates.
o	This translates to an upward pressure on rates as investors demand higher yields for bond investments.

WHAT WE THINK
The level and direction of interest rates are important when it comes to economic activity and stock market valuations. 
Business leaders and investors alike are worried we will be in a “higher for longer” rate environment for an extended period 
given recent market forces. The Iran conflict has driven Inflation higher. Since the job market appears resilient, the Fed’s dual 
mandate is out of balance, which means the Fed will keep rates steady or even hike rates further. Another force driving rates 
higher? Deficit spending and the further buildup of government debt, which has investors demanding a higher term premium 
before investing. We’re in a “higher for longer” rate environment for the foreseeable future, which may prove as an eventual 
headwind for economic activity, and a potential catalyst for equity market volatility going forward.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a 
complete summary or statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions 
expressed are subject to change without notice and do not take into account the particular investment objectives, financial situation, 
or needs of individual investors. There is no guarantee that the figures or opinions forecasted in this report will be realized or achieved. 
Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, release written or oral commentary, technical 
analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee of future results. Indices are 
unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated 
with international investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets 
may involve greater risk and volatility than investing in more developed countries. Due to their narrow focus, sector-based investments 
typically exhibit greater volatility. Small company stocks are typically more volatile and carry additional risks, since smaller companies 
generally are not as well established as larger companies. Property values can fall due to environmental, economic, or other reasons, and 
changes in interest rates can negatively impact the performance of real estate companies. When investing in bonds, it is important to 
note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 Index is a capitalization-weighted index that is generally 
considered representative of the U.S. large capitalization market. The Bloomberg software Index is a price-weighted index of software 
companies located or doing significant business in the Silicon Valley. The Bloomberg 500 Financials Total Return Index tracks the financial 
sector within Bloomberg 500 Universe. This index includes 87 constituent companies spanning various financial services sectors. The Dow 
Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE) and the 
NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE Index (Europe, Australasia, and the Far East) is a free float-
adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding the U.S. 
and Canada. VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the 
implied volatility of S&P 500 index options. The risk of loss in trading commodities and futures can be substantial. You should therefore 
carefully consider whether such trading is suitable for you in light of your financial condition. The high degree of leverage that is often 
obtainable in commodity trading can work against you as well as for you. The use of leverage can lead to large losses as well as gains. 
Volatility is measured by calculating the standard deviation of the annualized returns over a given period of time.
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